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Figures are 


Figures are for December 31, but do not include U.S. dollars, which 
circulate freely in Bermuda and constitute a major portion of the 
Colony's money supply. 


Figures are for March 31, the end of the Government of Bermuda's 
fiscal year. 


Figures include reserves held by the Government of Bermuda, the 
Bermuda Monetary Authority and the island's banks. 





SUMMARY 


With virtually no natural resources, minimal manufacturing and an 
inadequate agricultural production, the weli-being of the Bermudian 
economy is dependent on the strength of the island's two major 
industries, tourism and international business. 


Both sectors have shown impressive gains in recent years despite 

high inflation and sluggish economies abroad, particularly in the 
United States, Bermuda's principal market. By the Spring of 1981, 
however, the island's economy suffered a major setback with a well- 
publicized strike action by hotel and transport workers that brought 
the tourist industry to a two-week standstill at the beginning of the 
peak season. 


Recovery has been slow. By the end of 1981, the country suffered an 
estimated loss in income of $25-30 million (five percent of gross 
domestic product),a $15-20 million reduction in foreign exchange, and a 
deterioration in its balance of payments surplus. These, in and of 
themselves, are not insurmountable problems for a politically stable 
and properous economy. Even with the relatively weak performance in 
1981, Bermuda maintains a gross national product of $734 million 
($13,300 per capita), negligible unemployment, a well managed govern- 
ment budget, and rate of inflation which, at 10 percent, compares 
favorably with world standards. 


For the prosperity of a small island economy that remains vulnerable 

to outside economic pressures -- which in 1982 are likely to include 

low growth, persistent inflation and high interest rates -- much will 
depend upon the U.S. economy and Bermuda's ability to remain competitive 
in an increasingly tight market by controlling the recent sharp upward 
trend in wages and other costs. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Tourism 


Tourism is Bermuda's bellwether industry; it provides about half of 
total national income, two-thirds of foreign exchange earnings, and is 
the island's largest employer. 1980 was a banner year, with the arrival 
of over 600,000 tourists spending a record $282.8 million. However, 
1981 saw an erosion of the strong performance of the previous year. The 
tourist industry, which had experienced a relatively soft off-season 
first quarter, was crippled by the industrial strike which began at the 
onset of the high season when taxi drivers and hotel workers walked off 
their jobs in sympathy with striking government industrial workers and 
blue collar hospital employees. 


By the final week of Bermuda's four week labor crisis, nine of the 
island's ten largest hotels had closed, and the total number of tourists 
had dropped to less than a 1,000 from a normal high-season average of 
10,000. Under these circumstances, Bermuda was losing about $1-1.5 
million per day. The total loss in national income could approach $30 
million by the end of the year, or nearly five percent of Bermuda's 
gross domestic product of $700 million. 
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The Spring strike was settled ten days after the closing of the major 
hotels at terms favorable to the union. By the end of the year tourism 
figures were well below normal, with visitor arrivals down by 12 per- 
cent. Hotel occupancy levels for 1981 dipped to 64.4 percent from 78.3 
percent the year before. 


The health of the Bermuda tourist industry in 1982 will depend in large 
part on economic conditions in the United States, the source of nearly 
90 percent of all visitors to the island. At a time when recession has 
pinched the spending habits of many American vacationers, the price of 
tourist accomodations in Bermuda -- traditionally an upmarket tourist 
destination which has not encouraged bargain package travel -- has risen 
quite sharply. (In the last two years the major hotels increased prices 
43 percent, while general prices rose less than 30 percent). The 

island could face the possibility of pricing itself out of a tight mar- 
ket; increases for 1982 are expected to average about 12 percent, while 
the competition from Florida, the Caribbean and other hard pressed 
resort areas will be ever more aggressive. 


International Business 


Bermuda's lenient tax regime, political stability, a first rate communica- 
tions network, and comprehensive support services continue to attract 
international firms to the island. Over 5,000 "exempted" international 
corporations, partnerships, and "permit" companies were registered in 
Bermuda by mid-1981, with a contribution to GDP second only to tourism. 


An exempt company is a company registered in Bermuda whose substantive 
operations must be conducted elsewhere and does not have to comply with 
certain requirements of Bermudian’ law. Bermuda law stringently protects 
the privacy and almost always the ownership of such firms; therefore, 
very little statistical data is compiled on exempted companies. The 
government of Bermuda has estimated international business provides foreign 
earnings of approximately $130 million in 1980. However, other sources 
put that figure as high as $250 million, taking into consideration much 
of the foreign exchange earnings of Bermuda's banks as well as revenue 
from legal, accounting, and computer services provided to registered 
companies with no physical presence on the island. 


International insurance is the largest single exempt industry in Bermuda, 
followed by shipping, trade management, and private investment trusts. 

Of the 5,000 exempt companies registered in Bermuda, roughly 1,000 are 
insurance companies (up from slightly over 300 in 1974), of which 30 to 40 
are full-scope enterprises comprising the bulk of the Bermuda market. The 
others are largely "pure" captives, association captives (formed jointly 
by a group of companies from the same industry to solve some of their 
common insurance problems), or "closed pool" firms ( a group of captives 
insuring only each other's risks). Many of these firms are managed by 
one of the island's two largest law firms, or by the Bermuda office of 
major insurance brokers. Approximately 80 percent of Bermuda'; 1,000 
international insurance companies are American owned. 








Growth in the offshore industry is likely. The number of captive 

firms is expected to grow at a reduced rate, given the competition 

from other locations and the fact that many of the companies whose 
insurance bill makes the establishment of a captive worthwhile have 
already done so. Perhaps more important is the continued "maturing" 

of the market, with an expanded ability among the major companies 

based in Bermuda to offer a full range of services, especially reinsur- 
ance and retrocession. The growing sophistication of the insurance 
sector is reflected in the number of firms now maintaining their own 
staffs of actuaries, underwriters, attorneys, and accountants. Several 
Bermuda captives now show policy holder surpluses of over $50 million, 
making them good-sized firms by U.S. standards. 


Employment and Wages 


Bermuda's industrial strike was settled in May, 1981, with new contracts 
signed for government industrial workers and non-medical hospital employees 
that awarded a roughly 20 percent wage increase in the first year and a 

15 percent increase in the second year. Similarly generous wage increases 
have since been won by other public sector unions, the 1700 member Bermuda 
Public Service Association (civil servants) and -- after sporadic rotational 
strikes -- the 750 member teachers union. 


Recent wage settlements have posed a problem not only for the government 
budget but for the competitiveness of the island in the North American 
tourist market; in early 1982, hotel workers were pressing at the ex- 
piration of a three -year contract for wage hikes totalling over 70 percent, 
Propects are for protracted negotiations before a settlement is reached. 


Bermuda has only minimal unemployment, but in an economy wherean estimated 
65 percent of all jobs are at least indirectly related to tourism, the 
winter off-season often poses a problem. The Bermuda Manpower Survey, 
published in December, 1981, showed the total number of employed at 31,042. 
International companies have provided nearly a third of all new jobs in the 
last two years, while business services and financial institutions accounted 
for nearly half of the total increase. Although the Bermudian Government 
has systemically sought to upgrade the local labor force and reduce the 
island's dependence on expatriate expertise, the growth of exempt companies 
has also brought with it an increase in the non-Bermudian work force. Non- 
Bermudians make up a total of 18 percent of the labor force, a figure that 
has remained more or less constant over the last several years. 


Money, Banking and Finance 


The dual circulation of Bermuda and U.S. dollars on the local economy and 
the lack of a fractional reserve requirement impedes the government's 
effective control of monetary policies. The supply of Bermudian dollars 
expanded in 1980 by 14 percent, roughly equal to the rate of inflation. 


Government control of interest rates at seven percent (but effectively 
somewhat higher with the addition of administrative charges) has probably 
mitigated the growth of Supply of Bermudian dollars 
both lending and savings and heightened the appeal of 


but has discouraged 
higher yield forms of 
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investment abroad, despite a ten percent Overseas Investment Tax 


The banking sector, nevertheless, has prospered, due primarily to the 
expansion of international business. According to the Bermuda Monetary 
Authority figures, assets for Bermuda's banks have increased 145 percent 


in five years to over $3 billion, almost 90 percent of which is denominated 
in foreign currency. 


Public Sector 


The Government of Bermuda has one of the most conservatively managed 
budgets in the Western Hemisphere, with surpluses routinely reported 

even after deductions are made for debts servicing. A ten million dollar 
deficit in 1980-1981 was met by drawing on accumulated surplus revenue 
from the off-budget Consolidated Fund. Expenditures which have risen 
steadily since internal self-government was attained in 1968 have been 
met by ever increasing receipts, particularly from customs duties, the 
source of nearly half of the Government's revenue. Other major sources 
of income are an employment tax, taxes and fees on exempted companies, 
land taxes, a hotel occupancy tax, and a hospital levy. 


For the fiscal year beginning April 1, 1981, Premier and Finance Minister 
David Gibbons presented Bermuda's largest budget ever, with revenues and 
expenditures boti estimated at $132 million. Operating expenses will 
account for $115.6 million of the government budget, while capital 
expenditures are estimated at $16.4 million. (Major capital projects 
include airport expansion, the first phase of a new wing for the psychia- 
tric hospital, bridge repairs, government water programs, and the rehabili- 
tation of government-owned housing). 


Events subsequent to the industrial strike in May probably undermined 

the Government's plans for a balanced budget. Generous settlements with 
the various public sector unions have gone well beyond what had been 
Originally budgeted, while receipts have been reduced by the strike action 
and subsequent tourist dosses. Reduction in departure tax and customs 
receipts could cost the government a loss of approximately $5 million by 
the end of the fiscal year. 


Trade and Balance of Payments 


Bermuda is dependent on imports for virtually everything its consumes, 
while merchandise exports are negligible (most of the $36.7 million in 
exports listed in the table is for reexports of bunker fuel and 
pharmaceuticals). Imports jumped by almost 30 percent in 1980 to a 
total of $311.5 million. Just under half of all imports (48 percent) 
come from the United States. Other major trade partners include the 


United Kingdom (13 percent), Canada (7 percent), and Curacao (6 percent, 
for fuel). 


Despite the lopsided trade picture, Bermuda continues to enjoy a favorable 
balance of payments. The massive trade deficit is more than offset by 
trade in invisibles, primarily tourism. Provisional estimates by the 
Monetary Authority for 1980 show a record $131.1 million net surplus on 
the current account, more than double the 51.5 million surplus the year 


before. Tourism earned $317.4 million, while international business con- 
tributed an additional $151.2 million. Figures for 1981, however, will 





undoubtedly show a decrease in the current account surplus. The 
industrial strike and relatively soft tourist industry in the second 
half of 1981 have reduced tourist earnings at year's end by an estimated 
$30 million, while imports have continued to climb. 


The loss to Bermuda during the strike in terms of foreign exchange 
earnings was at ‘worst about $2 miilion per week during the two weeks 

that the hotels were closed. The loss for the year could total $15-20 
million. The reduction in foreign exchange is considerably less than 

the reduction in GDP, primarily because so much of what Bermuda sells 

to tourists is itself imported. Therefore, while foreign exchange 
receipts were down drastically with the near disappearance of tourists, 
foreign exchange expenditures also declined with the decrease of imports. 


IMPLICATION FOR THE UNITED STATES 
Investment 


With a sound economy, desirable location, and stable political environ- 
ment, Bermuda has never lacked for foreign investment. Indeed, Bermudian 
law strictly controls the inflow of investment capital. The Companies 

Act of 1969 stipulates that all firms trading locally must be 60 percent 
Bermudian owned and managed. Exceptions to this requirement have occasion- 
ally been granted for enterprises requiring sizable capital investment, 
such as major hotels. Bermudian law also prohibits the sale of land to 
non-Bermudians, bans the sale of homes to non-Bermudians unless the annual 
rental value of the property exceeds $12,000 (in the current market, a 
purchase price in excess of $350,000), and prohibits the purchase of con- 
dominiums with an annual rental value of less than $5,700. 


Other than ownership or equity in several of the largest hotels, American 
investment has been largely concentrated in the exempt company sector and 
personal residential property. Although the value of American investment 
in Bermuda cannot be verified, estimates place it at roughly 75 percent 
of total investment from abroad. 


Trade 


Lacking industrial resources and capable of supporting only minimal 
agriculture, Bermuda must import almost all it consumes. Of the island's 
major trade partners, American business contacts have had, traditionally, 
a strong competitive advantage thanks to Bermuda's geographic proximity, 
regular travel by Bermudians to the United States, and local exposure to 
American products. 


Although not a high-volume export market, Bermuda offers American busi- 
ness representatives interested in foreign direct sales of agent represen- 


tation a clientele closely tied to the U.S. market, with per capita incomes 
at slightly higher than U.S. levels. 





island's highly sophisticated local business community is well 
established, dependable, and fully backed by a reliable financial and 
communications infrastructure. American products in Bermuda are best 
promoted through local merchants who have proven extremely loyal in 
commercial relationships. Many Bermudian business people have dealt 


The 


with the same U.S. supplier for decades, even generations. 


Information on trade and investment contacts in Bermuda is available 
from the U.S. Consulate General, Vallis Building, Par-la-Ville Road, 
Hamilton. Telephone: (809)-295-1342. Mailing address: Economic/Commer- 
cial Officer, U.S. Consulate General, F.P.0. New York, NY 09560. 





